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During a policy briefing in Shanghai on
February 28 held by the Shanghai branch of
the People’s Bank of China in support of the
foreign  exchange administrative  policy
development in the China (Shanghai) Pilot
Free Trade Zone (the “FTZ"), the Notice of the
Shanghai Branch of the State Administration of
Foreign Exchange on Printing and Distributing
the Detailed Rules of Implementation on
Providing Foreign Exchange Administration
Support for the Development of the China
(Shanghai) Pilot Free Trade Zone (%X /ML
5 BT 0 RS TENAR SRR E (Big) Al
575 B B0 X 1AL AN 3L SIC i 4 DU 1) 38 i) (the
“Notice”) was introduced. This indicates the
beginning of relaxing at a large scale the
foreign exchange administration in the FTZ.

The key developments regarding the capital
account items (% A i H) appear in the
following six aspects:

1. Delegation of the authority over the
foreign exchange registration under
foreign direct investment

According to the previous foreign exchange
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rules®, foreign exchange matters under direct
investment by foreign investors (such as those
in relation to preparation, establishment,
alteration, and liquidation) shall be registered
with the State Administration of Foreign
Exchange or its local counterpart (the “SAFE").
The Notice now, however, explicitly provides
that the authority over the foreign exchange
registration and amendment registration under
such direct investment in the FTZ has been
delegated to banks in the FTZ.

2. Discretionary settlement of foreign
exchange funds of foreign invested
enterprises

The Notice provides that the foreign invested
enterprises in the FTZ may choose to settle
their foreign exchange funds at their discretion.
Before the introduction of this Notice, the
foreign exchange rules require that the foreign
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invested enterprises can settle their foreign
exchange funds only after completing such
procedures as the submission of capital
verification reports to banks and the review by
banks for the authenticity of the underlying
transactions >. With the introduction of the
Notice, now the regulatory framework in
relation to the settlement of foreign exchange
funds of the foreign invested enterprises in the
FTZ has changed the administrative focus from
the prior regulatory review to ex post statistics
monitoring, which would better facilitate the
daily operation of the foreign invested
enterprises in the FTZ.

However, in terms of the use of the funds after
settlement, the Notice still requires that the
funds so settled cannot be used for such
purposes as (i) doing any business beyond
approved business scope, (ii) investing in
securities (except if done by investment
enterprises), (iii) directly or indirectly extending
RMB entrusted loans, and (iv) purchasing real
estates for non-self use purposes.

3. Raise the ceiling for the outbound
lending by the enterprises in the FTZ

According to the previous foreign exchange
rules®, the balance of outbound lending of a
domestic lender shall not exceed 30% of its
owner’'s equity, nor shall it exceed the agreed
amount of Chinese investment for which the
borrower has completed required registration
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procedures. Where it is necessary for a
domestic enterprise to exceed the aforesaid
proportions, the local SAFE where the lender is
located shall make preliminary examination
and subsequently submit such application to
the central SAFE for verification and approval.
The Notice now has increased the ceiling of the
owner’'s equity to 50%. When a domestic
enterprise needs to increase the aforesaid
proportions, the SAFE will conduct relevant
review on a case by case basis. This
adjustment to raise the ceiling will better
promote the cross-border financial activities
carried out by the enterprises in the FTZ.

4. More freedom on outbound security
business

Under the Notice of the State Administration of
Foreign Exchange on the Issue of the
Administration of External Guarantee by
Domestic Institutions (|F /ML # R X TH5E N
HURT S E O B ] 5L FY)d 1) issued on July
30, 2010, the outbound security by domestic
entities is administered by the SAFE through
balance administration via approval for quota
(R ) or through approval for each case
(iZ%£ i #%), and there are various requirements
in relation to such aspects as the ratio of net
assets to total assets of the security provider
and the secured party, the relationship
between the security provider and the secured
party, the profit making status of the secured

party.

The Notice, however, provides that the
enterprises in the FTZ may engage in
outbound security at their discretion without
prior approval from the SAFE, and has
removed the limitation on those such as the net
asset ratio of the security provider and the
secured party, the profit making status of the
secured party and the equity relationship
between the security provider and the secured
party. Based on the Notice, the enterprises in
the FTZ will enjoy more freedom of carrying out



outbound security business, except completing
the outbound security registration according to
relevant rules and ensuring that the use of the
funds under the outbound security is consistent
with the purpose permitted under relevant
rules.

5. Simplify the procedures for outbound
financial leasing business

Under the Notice of the State Administration of
Foreign Exchange on Further Improving and
Adjusting the Policies on Capital Account
Foreign Exchange Administration (4N
B SR 5% T 33E — 45 pie A B R AR T H AN B
B ()38 40) issued on January 10, 2014, when
a financial leasing company or its project
company carries out the outbound financial
leasing business, within 15 working days upon
the occurrence of external claims under such
financial leasing transaction, it shall submit
relevant materials to complete the registration
for the external claims at the SAFE where it is
located. This local SAFE shall review and
examine the compliance and authenticity of the
financial leasing transaction. However, the
Notice has removed the requirement of
approval for each case in relation to the
external claims of the financial leasing
companies in the FTZ, and instead requires
only the registration of the incurred external
claims. This development will accordingly
better facilitate the development of the financial
leasing business in the FTZ.

6. Improve the centralized operation and
management of foreign exchange funds

Since the mid August of 2010, the SAFE has
been running a pilot program in Shanghai for
developing a RMB international trade
settlement center, part of which provides the
centralized management of regional or
international funds settlement under relevant
international trade orders (contracts). The

Opinions of the People's Bank of China on
Providing  Financial Support for the
Development of the China (Shanghai) Pilot
Free Trade Zone (*[E A R#RITHRT & FF
i R B 5 55 X @ s i) & ) issued
on December 2, 2013 allows the creation of a
domestic foreign exchange fund pool in the
FTZ for the purpose of collecting/pooling funds
from the offshore affiliated companies,
facilitating the centralized collection and
payment, the centralized operation, and the
two-way fund sweeping with domestic RMB
fund pool. With the business of “cross-border
fund pooling/sweeping” under the pilot program
approved in 2013, the method of the
administration over the cross-border foreign
exchange borrowings and lending by
multinational companies has shifted from the
requirement of approval for each case to the
balance administration via the approval for
guota. This means that the surplus funds can
be remitted overseas and foreign exchange
can also be remitted in without prior approval
for each case. Multinational companies may
open special accounts, including the primary
account for international foreign exchange
funds and the primary account for domestic
foreign exchange funds. The former can be
used to receive and manage the foreign
exchange funds from offshore enterprises and
the foreign debt proceeds borrowed from other
offshore entities, and the latter can be used to
receive and manage the foreign exchange
funds from relevant domestic member
enterprises.

The Notice has further improved the program
of the centralized operation and management
of the foreign exchange funds of the
headquarters of multinational companies, and
introduced the “primary account for domestic
foreign exchange funds” to collectively refer to
the domestic foreign exchange fund pool and
international trade settlement center special
account, and to cover the functions of such



fund pool and special account. The Notice has
also changed the regulatory administration
method from approval to filing in relation to
various matters (including such matters as the
creation of fund pool, outbound lending) under
the pilot program involving the primary account
for international foreign exchange funds and
the primary account for domestic foreign
exchange funds. It is expected that the Notice
will offer more support to such activities as the
RMB international trade settlement and the
centralized  utilization by  multinational
companies of their foreign exchange funds in
the FTZ.

Given the above, we are of the view that the
Notice has simplified and relaxed at a large
scale the regulatory administration in relation to
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the capital account items, encouraged the
facilitation of cross-border fund flows and
financing, put in place a new administrative
method in a wide range (namely using the
administrative method of “negative list”). It aims
to start the free convertibility of capital account
items, simplify the procedures for foreign
exchange administration, promote the
convergence of the “headquarter economy”
and new types of trade or business, and the
development of financial leasing business in
the FTz. With  various reformative
implementation rules gradually put in place in
the FTZ, there will be more new policy
development worth our attention.
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